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5B 414

{2) main r{-]unnu pmjucts service line fnsertion projects, joint encas

sutlation projects und other similar projects extending the useful life or

enhaucing the integrity of pipeline system components undertaken to
comply with state or faderal safety requitements: el

(33 ‘[zrcﬂthc‘r llelnc.aticmx required due 1o construetion or Tmprove-
ment of a highway, road, street, Pubhc- way or other public work by or on
Behalf of the United States, this state, a pni]tacal subdivision of this state
or another entity having the power of eminent domain provided that the

“costs related to such 1)r(13c-c~!s have not been relmbnrsed to the matod

gas public wility;

(g) “GSRS revenues” mesns revenues produced through a GSRS ex-
clusive of revenues from all ather rates and charges.

Sec. 3. (a) Notwithstanding any other provisions of chupter 66 of the
Kunsas Statutes Annotited, and amendments thereto. heginning July £
2006, & nutural gas public wility providing gas service may file « petition
and proposed rate schedules with the eommission o establish or change
GSRS rate schedules that will allow for the adpstiment of the nuatural gas
public utility’s rates and charges to provide for the recovery of costs For
eligible inlstructure system replacements. The commission way not a-
prove w CSRS & the extent it would produce total anmalized GSRS
revennes below the lesser of $1,000,800 or ¥« of the natural gas public
utility’s base revenue level approved by the comupission in the natural gus
priblic utility's wost recent general rate proceeding. The comnrission may
not approve a GRS to the extent it would produce total armualized SRS
revenues exceeding 10%- of the matural gas public utility’s base revenne
level approved by the commission 1n the natural g ¢as public utility’s niost
Tevent general rate proceeding, A GSRS and any Eutlne h:m[,cs thereto
shall be caleulated and implerented in accordance with the provisions of
sections 2 through 4, and amendments thereto, GSRS revenues shall be
subject to w refand hased upott & fuding and order of the commission to
the extent provided in subsections (e) and £h) of section 4, wd wmend-
ments thereto.

(hi The cowmission shall not approve a GSRS for any natural gas
public atifity that hus not rad a general rate proceeding « decided or dis-
missed by issuance of a commission order within the past 60 months,
unless the natural gas public utility hus fled for or s the subject of & new
a,t‘ueml rate pw(.ee\dmrr

(el Inno event shall a natural gas public atility collect a GSRS for «
period exceeding 60 menths unless the natorad gas pilh]lc utility has filed
for or is the subject of u new general rate proceediog c\cvpt that the
GSRS may be collected until the eftective date of new rate schedules
establishied us a result of the new general rate proceeding. or until the

acility
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3

subject general rate pmcvedmg is otherwise decided or dismissed by is-
SRAnce l)l a commission nrder without new rates being established.

Sec. 4. {w) At the time that a matural gas public utility files a petition
with the commission seeking to establish or change CSRS, it shall sub-
init prc}pmr:d GSRS rate -.c.hedules and its suppmtmv ducmnentation
regarding the calealation of the Ymp(;sud GSRS with the petition and
shall sevve commission staff and the citizens utility ratepayer board with
a copy of its petition. its proposed rate schedules and its supporting
documentation.

{bi (1) When a petition, along with any associated proposed rute
schedules, is filed pursuant to the provisions of sectiots 2 through 4, and
amendments thereto, the comumission shall conduct an examination of the
prupnsech GSRS:

(21 the staft of the c-o111111is‘sionLn_a!\;‘cwnmine information of the nat-
ural gas public utility to confirm that the underlying costs are in accord-
ance with the provisions of sections 2 through 4, and amendments
thereto. and to confirm proper calenlation of the proposed charge. The

e

statth Ll_gﬂsuh:mt a report regarding its examination to the commission
nat later thau 60 days after the petition is fled. No other revenue re-
guirement or vatent 1l~.un, issues may he examined in consideration of the
petition or associated pmpu\e'(l rate schedules filed pursuant to the pro-
vistons of sections 2 through 4, and amendments thereto:

{3) the commission may hold 2 hearing on the petition and v as-
sociated rate schedales and shall issue an order to become elfective not
later than 120 davs after the petition is filed; and

{41 if the commission finds that a petition complies with the require-
ments of sections 2 through 4, and mnendments thereto, the commission
shall enter an order uluthon;:m“ the naturul gas public utility to impose u

SSRS that is sufficient to recover appropriate pretux revenue. as deter-
mined by the commission purshant to the provisions of sections 2 through
4, and amendments thereto.

{e) A natumal gas utility may effectuate a change in its rate pursuant

to the provisions of this section no more often th.mlt\.m timesjevery 12
months.

{d) In dutemulung the .1131)1'01Jlmte pretuy revenue, the commission
shalt consider only the following factors:

{1} The net eriginal cost of eligible infrastructure system replce-
ments. The net onrrllml cost shall b defined as the uﬁrrma] cost oleligible
infrastructure W\tom rvplacmn{mls less associated wtlre‘mvntn of ¢ '\ntmcr
infrastructure:

{21 the accumulated deferred income taxes associated with the eli-
gible infrastructure system replacements:

(33 the accumulated depr@,ciuti(m associated with the eligib[e iniTa-

once
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structure systern 191)1&09111911[5-

(4) the current state, federal and local income tax or excise rates:

(5} the natural gas public utility’s actual regulatory capital structure
as determined during the meost recent veneml rate proceeding of the
natural gas public utility;

(6} the actual cost rates for the natural g gas public utility’s debt and
preferred stock as determined during the most recent Lleneml rate pro-
ceeding of the natural gas public ut:]xtv

{7} the natural gas public utility's cost of common equity as deter-
mined during the most racent qeneml rate proceeding of the natural gas
public utility;

(83 the current depreciation rates applicable to the eligible infrastruc-
ture system replacements; and

(9) in the event inforumtion pursuant to paragraphs (5}, (6} and (7]
are unavailable and the commission is not provided with such information
on an agreed-upon basis, the commission shall utilize the average of the
recommendations contained in the testimony submitted by the natural
gas public utility and commission staff during the most recent general
rate proceeding of the natural gas public utility to determine the capital
structure, recommended cost rates for debt and preferred stock and ree-
ommended cost of commoen equity to determine the average weighted
cost of capital.

{e} {1} The monthly GSRS charge shall be allocated among the nat-
ural gas public utility’s classes of customers in the same mannet as costs
for the same type of facilities was atlocated among classes of customers
in the natural gas public wtility’s most recent general rate proceeding. If
that allocation is not av ailable or determinable, the commission shall util-
Ize the average of the recommendations contained in the testimony sub-
mitted by the natural gas public utility and the commission staff regarding

cluss allocation of cost

(2} at the end of each twelve-month calendar period the GSRS is in
effect, the natural gas public wtility shall reconcile the differences be-
tween the revenues resulting from a GSRS and the appropriate pretax
revennes as found by the commission for that period and shall submit the
reconciliation and a proposed GSRS adjustment to the commission for
approval to recover or refund the difference, as appropriate, through ad-
justments of the GSRS charge.

(D {1 Anatural gas publlc utility that has implemented a GSRS pur-
suant to the provisions of sections 2 tluoue;h 4, and amendments thereto,
shall file revised rate schedules to reset the GSRS to zero when new base

rates and char ges become effective for the natural gas puhhc utility fol-
lowing a commission order establisling customer rates inu geneml Tate
pr[]((.hgdln(! that incorporates in the utllity’s base rates, quhjett ti subsec-

. A GSRS shall be charged to customers as a monthly fixed
charge and not based on volumetric consumption. Such charge.
shall not increase more than 3.40 per residential customer per
month over the base rates in effect for the initial filing of a
GSRS. Thereafter, each filing shall not increase more than $.40:
per residential customer per month over the most recent filing
of a GSRS

e
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tions (h) and (i), eligible costs previously reflected in the currently effec-
tive GSRS:

{2} upon the inclusion in a natural gas public utility’s buse rates sub-
ject to subsections (h) and (i) of ellglble costs provlmwl} reflected in «
GSRS, the natural gas public utility shall inmediately thereafter reconcile
any previously umeeunule:d (SRS revenues as necessary to ensure that
revenues resulting from the GSRS match as closely as pmtﬂbi@ thee ap-
propriate pretax revenues as found by the commissinn for that peried.

{g) A natural gas public utility’s fllmu of a petition or change to a
GSRS pursuant to the provisions of sections 2 through 4. and amend-
nients thereto, shall not be deemed to be a rate increage for purposes of
K.8.A. 66-117, and amendments thereto.

{h! Commission approval of a petition, and any associated rate sched-
ules, to establish or change a GSRS pursuant to the provisions of sections
9 through 4, and am@ndmentq thereto, shall in no way be binding upon
the commission in determining the ratemaking treatment to be appheﬂ
to eligible infrastructure system replacements during a s:u!uequent gen-
eral rate proceeding r when the commission may undertake to review the
reasonableness and prudence of such costs, In the event the cornmission

disallows, during a subsequent general rate proveeding, recovery of vosts

associated with eligible infrastructure system replacements l}wwcm‘:h it

cluded in a G SRS the natural gas pubhc utility slall olfset its GSRS in
the future as necessary to recogize and account for any such over
eodlections,

{1 ’\imhnw in thix section shall be construed as lmutmg_.the duthuntv
of the commission to review and consider infrastructure system wpia.cu
ment costs along with other costs during any general rate proceeding of
any natural gas public utility.

See. 5. This act shall take effect and be in force from and after its
publication in the statute book.



Approved: __ February 21, 2006
Date

MINUTES OF THE SENATE UTILITIES COMMITTEE

The meeting was called to order by Chairman Jay Emler at 9:30 A.M. on February 20, 2006 in Room 526-
S of the Capitol.

Committee members absent:

Committee staff present: Raney Gilliland, Kansas Legislative Research Department
Bruce Kinzie, Revisor of Statutes’ Office
Aonn McMorris, Committee Secretary

Conferees appearing before the committes:

Others in attendance: See attached list.

Chairman opened for discussion on

SB 414 - Enacting the gas safety and reliability policy act

Kansas Gas Service had offered amendments to 8B 414 which the Chair reviewed, citing each addition or
deletion throughout the text of the bill. He opened for discussion and possible action.

Moved by Senator Taddiken, seconded by Senator Reitz, adoption of the amendments to SB 414 proposed
by Kansas Gas Service. Motion carried. (Attachment 1)

KCC answered questions on how the Commission handled rate case requests for recovering unforeseen
expenses more quickly. Also questions asked on what advantages did the consumer get. CURB voiced their
opposition and referred to their proposed amendments presented at the February 2, 2006 hearing on SB 414,

Opposition was voiced on the language regarding GSRS charges and additional language was proposed by
Senator Francisco. (Attachment 2)

Moved by Senator Francisco, to amend $SB 414 by including afl the amendments proposed by CURB. This

motion died for lack of a second.

Moved by Senator Francisco, seconded by Senator Lee, to amend SB 414, by inserting the language “enacted
or adopted following the filling of the most recent rate case for the natural gas public utility reguesting the
GSRS” on page | line 43 following the word ‘facilitics’ and on page 2, line 5 following the word
‘requirements’. Motion failed. (Attachment 2)

Moved by Senator Taddiken, seconded by Senator Reitz, to pass SB 414 out favorably as amended. Motion

carried. “NO” votes recorded for Senators Lee and Francisco. (Attachment 1)

Approval of Minutes

Moved by Senator Apple, seconded by Senator Reitz, approval of the minutes of the meeting of the Senate
Utilities Committee held on February 16, 2006. Motion carried.

Adjournment.
Respectfully submitted,
Ann McMorris, Secretary

Attachments -2

Unless specifically noted, the individual remacks recorded herein bave not been transcribed verbatim, Individual remarks as r.:pwrl:d hereia have not been submitted to

the individuals appearing before the committee for cditing or corrections, Page 1




Approved: _ March 31. 2006
Date

MINUTES OF THE HOUSE UTILITIES COMMITTEE

The meeting was called to order by Chairman Carl Holmes at 9:00 A.M. on March 14, 2006 in Room 231-
N of the Capitol.

All members were present except:
Jim Ward- excused

Caommittee staff present:
Mary Galligan, Kansas Legistative Research
Dennis Hodgins, Kansas Legislative Research
Heather Klaasen, Research Intern
Renae Hansen, Committee Secretary

Conferees appearing before the committee:
Steve Johnson, Kansas Gas Service
Kimberly Gencur, Aquila
Steve Jurek, Vice President, Regulatory Services, Aquila
Ron Gauches, Atmos Energy
Larry Berg, Midwest Energy
Dave Springe, CURB
Don Low, KCC

Others attending:
See attached list.

Hearing on:

SB 414 Enacting the gas safety and reliability pelicy act.

Proponents:

Steve Johnson, Kansas (Gas Service, (Attachment 1), presented testimony in favor of SB 414 because it
furthers the ability of Kansas Gas Service and other natural gas utilities operating in the state to achicve the
named purpose of the bill: that is to provide safe and reliable gas service.

Kimberly Gencur, Aquila, introduced Steve Jurek, Vice President, Regulatory Services, (Attachment 2), who
offered comments in favor of SB 414.

Ron Gauches, Atmos Energy, (Attachrent 3}, presented testimony before the coramittee that outlined SB 414
with simple language of the benefits that this bill would provide to consumers and preducers.

Larry Berg, Midwest Energy, (Attachment 4), echoed the comments made by previous proponents adding
that the benefits for Western Kansas from SB 414 would be helpful as their load growth is much smaller than
the companies that have customers on the Eastern part of the state and SB 414 would help them with manage
their financial health in a more timely manner.

Opponents:

Dave Springe, Citizens” Utility Ratepayer Board, CURB, (Attachment 5), offered testimony in opposition
to SB 414, stating how the citizens would not benefit from the passage of this bill as it creates an anmual
surcharge on consumer bills to pay for normal utility expenditures.

Don Low, Kansas Corporation Commission, KCC, ({Attachment 6), spoke in opposition to SB 414 as it
allows gas comparies o increase rates by up to 40 cents a mouth each year to recover the costs of eligible
projects, without a rate case.

Questions were asked and comments were made by Representatives: Rob Olson, Tom Sloan, Lynne Gharah,
Oletha Faust-Goudeau, Carl Krehbiel, and Car]l Holmes.

Uanless specifically noted. the individual remarks recorded herein bave not been transcribed verbatim, Individual remarks as reported herein have not been submitted to

the individuals appearing before the commitee for cditing or cormrections. Page 1




CONTINUATION SHEET

MINUTES OF THE House Utilities Committee at 9:00 A.M. on March 14, 2006 in Room 231-N of the
Capitol.

The hearing on SB 414 was closed.
The next meeting is scheduled for March 13, 2006.

Meeting Adjourned.

Unless speeifically noted, the individual remarks recorded berein have not been transeribed verbatim. Individual remarks os reported herein have not beca submitled to

he individuals appearing befoic the commitiee Mor editiog o corrections. Pagc 2




CORPORATION COMMISSION KATHLEEN SEBELIUS, GOvVERKOR

BRIAN J MOLINE, camz
ROBERT E. XRERBIEL, commissioney
MICHAEL €, MOFFET, commissIones

BEFORE THE SENATE UTILITIES COMMITTEE
PRESENTATION OF THE
KANSAS CORPORATION COMMISSION
February 2, 2006

SB 414

Thank you, Chairman and members of the Committee. [ am Don Low, Director of the
Utilities Division for the Kansas Corporation Commission. I appreciate the opportunity to testify
on SB 414 on behalf of the Commission. The Commission opposes this legislation because it
does not allow for a determination of the reasonableness of and need for a surcharge based on the
individual circumstances of each natural gas utility.

Surcharges such as the proposed GSRS represent what is known as "single issue
ratemaking." Single issue ratemaking occurs when customer rates are changed based on only a
single aspect of the numerous factors that normally go into determining the revenue requirements
for a traditionally regulated company. Single issue ratemaking is a departure from the normal
practice of determining appropriate rates by looking at all the expenses, investment, cost of
capital and revenues of a utility in a test period. The concern that must be addressed in
evaluating single issue rates is that changing rates based on only one factor necessarily ignores
potential offsetting changes in other factors. For example, increases in some costs may be offset
by decreases in other costs or by increased revenues. If there are such offsetting changes, the
rates resulting from the examination of only one factor might not accurately reflect the real
financial needs of the company.

This is not to say that such a ratemaking approach is never justified. Indeed, the KCC
and other state commissions generally allow for "single issue ratemaking” when there is enough

justification to override the general concern that resulting rates might be unreasonable.

1500 SW Arrowheod Road, Topeko, KS 66604-4027 785.271.3100 www.kec.éate.ks.us




The Kansas legislature has provided specific authorization for single issue ratemaking in two
sitvations. K.S.A. 66-117(f) provides for a surcharge by electric and natural gas utilities to
reflect changes in the utility's ad valorem tax expenses. K.S.A. 6-1230 et seq provided for a
similar surcharge for right-of-way fees imposed by cities but it was limited to costs incurred
during a short period in 2002 and 2003. In addition, K.S.A. 66-1237 provides for the unbundling
of transmission costs and subsequent changes in rates. Although the transmission rate changes
are dependent on approval by FERC, they might be viewed as a form of single issue ratemaking.

The KCC has also exercised its discretion under existing law to allow specific surcharges
or pass-through mechanisms. The Purchased Gas Adjustment (PGA) and Energy Cost
Adjustment (ECA) mechanisms first were allowed in the late 1970's when natural gas and energy
costs were volatile and largely beyond the contro! of the utilities. The ECA was eliminated for
some electric companies in the early 90's when energy costs were more stable but has recently
been reinstituted. The Commission also recently approved of an Environmental Cost Recovery
Rider to allow for quicker recovery of Westar's expected investments in pollution control
facilities. That ECRR is expected to reduce the overall final costs to ratepayers of the
equipments.

In deciding to allow these mechanisms, the Commission has carefully considered whether
there was good reason to override the general concerns about single-issue ratemaking. Our
concern with SB 414 is that it would not let the KCC undertake that balancing with regard to the
specific circumstances of each company. Under subsection 4(b)(4) of the bill, the KCC is
required to allow a GSRS for the company if the costs involved meet the bill's criteria. Thus,
even if the company were experiencing declines in other expenses or investment that more than
offset the costs addressed in the GSRS, the KCC would not have the ability to deny a surcharge.
We recognize that there are limitations on the size and duration of the GSRS imposed by the bill.
Nonetheléss, the concern is that, without vesting discretion in the Commission to weigh the
equities, circumstances could arise whereby the surcharge could result in customers paying

unreasonable rates. Consequently, the Commission opposes the mandatory nature of this bill.




Before the Senate Utilities Committee
SB 414
Testimony of Larry Berg, Vice President of Corporate Relations
Midwest Energy, Inc.
1330 Canterbury Road, Hays, Kansas
785-623-8148 (cell)
February 2, 2006

Chairman Emler and Members of the Committee,

I appreciate the opportunity to testify in support of Senate Bill 414, the Gas
Safety and Reliability Act. Midwest Energy is a customer-owned utility that
provides natural gas service to nearly 42,000 customers in small towns and
rural areas of Western Kansas. This legislation would help us to continue
the provision of safe and reliable natural gas service.

For the sake of brevity, 1 will not repeat the supporting reasons already
presented by representatives from Kansas Gas Service and Aquila. We are

in agreement.

In addition to those comments, Midwest Energy faces unique challenges.
The demographic trends in Western Kansas are no secret. Midwest Energy
does not enjoy the load growth present in more populated areas. Most of our
towns are losing population. Therefore, in addition to the usual inflationary
pressures, we have fewer customers using natural gas. In the last three
years, we have lost three percent of our customer base.

Compounding that problem:is the low customer density of our service area.
Midwest Energy only serves about 14 customers per mile of gas pipe.
Compare that to the number of homes or business that might be served by a
single block of pipe in an urban setting.

The ability to pass through the cost of prudent safety and reliability
investments in a timely manner is crucial to our on-going financial health
and the customer base that remains. Although rate cases are necessary from
time to time, we believe any measure that helps delay the costs of preparing,
filing and litigating rate cases is good for our customers.

Midwest Energy is open to proposals that would address concerns of the
Kansas Corporation Commission. [ appreciate this opportunity and will take
questions at the appropriate time. Thank you.
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KANSAS GAS SERVICE

A DIVISION OF ONEOK

Before the Senate Utilities Committee
SB 414
Testimony of Brad Dixon, President
Kansas Gas Service
7421 W. 1200 Street, Overland Park, Kansas
913-319-8600
February 2, 2006

Chairman Emler and Members of the Commiittee,

I appreciate the opportunity to testify in support of Senate Bill 414, which is known as the Gas
Safety and Reliability Act. Kansas Gas Service, which provides natural gas service to over
650,000 customers in the State of Kansas, supports this bill because it furthers the ability of
Kansas Gas Service and other natural gas utilities operating in the state to achieve the named
purpose of the bill: that is to provide safe and reliable gas service.

Pursuant to this bill, natural gas public utilities operating in the state of Kansas will be able to
more effectively and efficiently comply with state and federal requirements for natural gas
safety. The legislation will also enable natural gas public utilities to comply with the requests of
federal, state and local jurisdictions that request the utilities to relocate their facilities which may
be located in streets and highways to facilitate street and highway improvement projects which
occur throughout the state.

Kansas Gas Service and the other natural gas utilities operating in the state spend significant
sums on an annual basis to provide safe reliable service. We also spend significant sums to
relocate our facilities in streets and highways to facilitate highway and street improvement
projects. For the years, 2003, 2004 and 2005, Kansas Gas Service spent approximately $24
million per year on these groups of expenditures. This would equate to an annual charge of less
than $5.00.

These expenditures are not revenue enhancing to Kansas Gas Service and the natural gas
utilities. The expenditures do not relate to providing service to new load. The expenditures are
made to fulfill mandates required by governmental units. We do not contest the need for these
mandates. They are appropriate. These mandates enhance safety, and promote the public well
being through enhanced infrastructure in our local communities. These expenditures however, as
I said, do not generate additional revenue for the natural gas utilities operating in the state.

Under Senate Bill 414, natural gas public utilities will be able to make timely recovery of these
expenditures. The bill will enable natural gas ufilities to make filings before the Kansas
Corporation Commission showing how much money has been expended and the amount to be
recovered. This bill has been modeled upon legislation passed in the state of Missouri in 2003.




In addition to enhancing safety through more timely recovery of non-revenue enhancing safety
expenditures, the legislation will assist in reducing regulatory expense and large rate increases.
By allowing more timely recovery for safety related and infrastructure enhancement programs
through the mechanism set forth in Senate Bill 414, there will be less frequent need for
expensive contested rate case filings, the costs of which are passed on to customers. When such
filings are made, the rate increases requested will also be less than they would otherwise be
thereby reducing rate shock to customers at the time of their regular filings.

There are provisions to protect consumers against inappropriate expenditures. Utilities are
limited in the number of filings they can make under this legislation. The filings will be subject
to a-review by the Kansas Corporation Commission. The legislation requires the utility to make
a major rate case filing every five years. To the extent that the Commission determines in the
major filing that any expenditures were inappropriate, they will be subject to disallowance and
refund. The utilities are limited by the amount of revenues that they could request under this
fiting procedure to no more than 10% of their base revenues as determined in their last rate case.
To the extent that there is any over collection of the surcharge, such over collection will be
credited back to consumers on an annual basis.

You may question why do we need this legislation when you could simply file for a rate
increase. It is our opinion that the traditional regulatory model does not efficiently fit the current
financial environment for natural gas utilities in meeting their obligations to provide safe and
reliable natural gas service. Kansas Gas Service and the other utilities operating in Kansas are
continuously replacing aging infrastructure and relocating infrastructure to meet safety needs and
infrastructure enhancements. These investments do not enhance revenues. The assets that they
are replacing were initially installed at a significantly reduced cost compared to today and they
were installed to meet a growing customer base. Today, we might replace a main line extension
on a major thoroughfare that was initially installed more than 50 years ago. That line may have
been installed at a cost of approximately $1.00 per foot and today is replaced at a cost of
approximately $28.00 per foot. When the line was installed, it was there to meet the growing
needs of a thriving community. Today, there is no additional load associated with that line,
simply the same amount of consumption as was there before. We are past the days in the natural
gas industry when an increasing customer load will offset the cost of infrastructure placements
obviating the need for rate cases. We are past the time when a natural gas utility can make
investments and make up for these investments through load growth or cost cutting, We are
faced with a situation where we are in a constant need for additional capital to make necessary
capital replacements,

To file for an annual increase to meet these increasing costs over which we have no control is
inefficient and costly. Annual rate cases are time consuming and costly. This bill provides a
more streamlined approach to provide for non-revenue generating investments. Customers will
be protected under this bill against charges for imprudent investments The customer will avoid
the significant regulatory cost of annual rate filings which would be necessary to timely recover
our investments to provide service to our customer.

Thank you for the opportunity to address you today and I will be available for questions.




Testimony in Support of Senate Bill 414
Remarks of Richard C. Loomis
Aquila, Inc.

Vice President, Kansas and Colorado Gas

Good morning Mr. Chairman and Members of the Senate Utilities Committee.
Thank you for the opportunity to present testimony this morning. My name is
Chuck Loomis, Vice President of Kansas and Colorado Gas Qperations for Aquila,
Inc. | am based in Lawrence, Kansas which serves as the headquarters for

Aquila’s Kansas Gas Operations,

Aquila’s natural gas operations in Kansas serve approximately 105,000 customers
in over 40 communities across the state, including Lawrence, parts of Wichita,

Dodge City, Garden City, Liberal and Goodland.

Aquila stands in support of Senate Bill 414. It is fair to say that replacing and
improving infrastructure is a challenge for many. State highways, city streets,
sewer systems, water systems all serve as examples of infrastructure that rﬁust
be replaced and improved over time. Typically, gas utility franchises allow gas
lines to be installed in public right of way. When a city or the state undertakes an
infrastructure improvement project, the gas utility may be required to move its gas
lines in the public right of way. Senate Bill 414 allowé gas utilities to recover the

cost of these relocation projects in a more timely manner. Aquila’s investment in




relocation of gas mains has averaged approximately $400,000 annuélly in the past

three years.

Aging gas utility infrastructure is a challenge for gas utilities as well. Original
installation of natural gas mains and service lines occurred many years ago, and
due to age, corrosion, and other factors havg led to deterioration over time_._ To
ensure a safe, reliable gas distribution system, Aquila invests $2 - $3 millicn
annually for gas main, service line and other facility replacements. Senate Bill 414
helps to address a challenge faced by gas utilities relating to recovering the cost
of investing in safety related pipeline replacement projects in a more timely

manner than occurs in the historical regulatory process.

As a utility invests capital in pipeline relocation and replacement projects, there is
a lag in cost recovery from the time the investment is made until such investment
is included in the utility’s rate base, typically through a rate case filing. This lag is
often referred to as regulatory lag. Generally, these types of investments are not
controversial issues, but are a reqular part of maintaining integrity throughout the
gas systems. This bill allows recovéry of utility investment in these non-revenue
generating projects through a gas system replacement surcharge, while
maintaining the necessary and appropriate checks and balances in the regulatory

system to ensure utility investments are prudent.

Aquila also recognizes another potential benefit from passage of this bill. During
2005, nearly 100 rural customers in Southwest Kansas were disconnected from
natural gas service due to potentially unsafe levels of hydrogen sulfide in the gas

supply. Most of the customers were converted to propane. Under this bill, Aquila




may be able to extend service to customers to allow continued provision of safe,

reliable natural gas service.

Aquila believes that implementation of a Gas System Replacement Surcharge as
envisioned in this bill will result in a more efficient and effective regulatory
process. We remain committed to discussing and resolving concerns that the
Kansas Corporation Commission or other parties may have. | appreciate the
opportunity to present remarks to you this morning and am happy to stand for

questions at the appropriate time. Thank you.




CORPORATION COMMISSION KATHRLEEN SEBELIDS, 60vERNOR
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Thank you, Chairman and members of the Committee. I am Don Low, Director of the
Utilities Division for the Kansas Corporation Commission. I appreciate the opportunity to testify
on SB 414 on behalf of the Commission. The Commission opposes this legislation because it
does not allow for a determination of the reasonableness of and need for a surcharge based on the
individual circumstances of each natural gas utility.

Surcharges such as the proposed GSRS represent what is known as "single issue
ratemaking.” Single issue ratemaking occurs when customier rates are changed based on only a
single aspect of the numerous factors that normally go into determining the revenue requirements
for a traditionally regulated company. Single issue ratemaking is a departure from the normal
practice of determining appropriate rates by looking at all the expenses, investment, cost of
capital and revenues of a utility in a test period. The concern that must be addressed in
evaluating single issue rates is that changing rates based on only one factor necessarily ignores
potential offsetting changes in other factors. For example, increases in some costs may be offset
by decreases in other costs or by increased revenues. If there are such offsetting changes, the
rates resulting from the examination of only one factor might not accurately reflect the real
financial needs of the company.

This is not to say that such a ratemaking approach is never justified. .Indeed, the KCC
and other state commissions generally allow for "single issue ratemaking" when there is enough

justification to override the general concern that resulting rates might be unreasonable.
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The Kansas legislature has provided specific authorization for single issue ratemaking in two
situations. K.S.A. 66-117(f) provides for a surcharge by electric and natural gas utilities to
reflect changes in the utility's ad valorem tax expenses. K.S.A. 6-1230 er seq provided for a
similar surcharge for right-of-way fees imposed by cities but it was limited to costs incurred
during a short period in 2002 and 2003. In addition, K.S.A. 66-1237 provides for the unbundling
of transmission costs and subsequent changes in rates. Although the transmission rate changes
are dependent on approval by FERC, they might be viewed as a form of single issue ratemaking,

The KCC has also exercised its discretion under existing law to allow specific surcharges
or pass-through mechanisms. The Purchased Gas Adjustment (PGA) and Energy Cost
Adjustment (ECA) mechanisms first were allowed in the late 1970's when natural gas and energy
costs were volatile and largely beyond the control of the utilities. The ECA was eliminated for
some electric companies in the early 90's when energy costs were more stable but has recently
been reinstituted. The Commission also recently approved of an Environmental Cost Recovery
Rider to allow for quicker recovery of Westar's expected investments in pollution control
facilities. That ECRR is expected to reduce the overall final costs to ratepayers of the
equipments.

In deciding to allow these mechanisms, the Commission has carefully considered whether
there was good reason to override the general concerns about single-issue ratemaking. Our
concerﬁ with SB 414 is that it would not let the KCC undertake that balancing with regard to the
specific circumstances of each company. Under subsection 4(b)(4) of the bill, the KCC is
required to allow a GSRS for the company if the costs involved meet the bill's criteria. Thus,
even if the company were experiencing declines in other expenses or investment that more than
offset the costs addressed in the GSRS, the KCC would not have the ability to deny a surcharge.
We recognize that there are limitations on the size and duration of the GSRS imposed by the bill.
Nonetheless,- the concern is that, withbut vesting discretion in the Commission to weigh the
equities, circumstances could arise whereby the surcharge could result in customers paying

unreasonable rates. Consequently, the Commission opposes the mandatory nature of this bill.
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Chairman Emler and members of the committee:

Thank you for this opportunity to offer testimony on S.B. 414. The Citizens’
Utility Ratepayer Board is opposed to this bill for the following reasons:

First, CURB does not support codifying in statute the type of mechanism in
statute. While CURB would likely oppose before the Commission the implementation of
an unnecessarily broad and one sided mechanism, as is proposed in this bill, codifying
this type of mechanism in statute removes the Commission’s flexibility to design a fair
and balanced approach to capital recovery. Further, CURB believes that this type of
mechanism is unnecessary. The utilities throughout history have had to deal with
unexpected extraordinary capital expenditures. The Commission has historically granted
accounting orders for extraordinary capital expenditures that are outside of the utility’s
normal operating parameters, or are outside of a utility test year. There is simply no
reason to create this type annual surcharge. In fact, through the flexibility of the
regulatory process, we did in fact place a small surcharge on Aquila bills in Aquila’s last
gas rate case to pay for a specific right of way project (21% street in Wichita). CURB
would note that this was limited, specific, and the product of an agreement of all parties,
meaning that customers also received other benefits within the agreement. It was a
balance approach to a specific issue that benefited all parties, unlike the current bill.

Second, providing this type of one sided cost recovery mechanism favors the
utility by shifting further risk onto ratepayers. Natural gas utilities already pass 100% of
the gas costs directly to consumers each month. Of the total annual revenues that the
utility needs to collect to pay its operating costs and profits for shareholders, the monthly
customer charge provides accounts for over 40%. The monthly customer charge revenues
are safe and risk free and non-volatile sources of capital recovery for the utility.
Strategically every utility attempts to increase the customer charge to higher levels in
each ratecase to “front load” costs into higher customer charges to reduce financial risk
exposure. The remaining 50%-60% of annual revenues due a natural gas utility are
collected through volumetric charges collected when customer uses the natural gas.
However, through agreements with each gas utility, we have created a Weather
Normalization Adjustment, that guarantees that the utility will collect its annual revenue
requirement, regardless of whether it is colder or warmer than normal. This is a




mechanism that removes financial risk of changing weather from the utility. (CURB
would note that the WNA mechanisms are a balanced risk reduction, benefiting
consumers when weather is colder than normal) The Commission passes property tax
changes through to consumers annually. And recently the Commission changed 30 years
of policy and is now allowing natural gas utilities to recover the gas portion of
uncollectible bills every year through the PGA mechanism. It is clear that in the broadest
sense, natural gas utility rates, and policies implemented by the Commission, have served
to minimize the financial risk that Kansas natural gas utilities face.

It is within this broad context that this bill must be understood. What this bill
proposes to do is take one of the few remaining financial risks to the utility, that is timing
difference between when the utility expends capital and when it can begin recovering
capital in a rate case (regulatory lag), and create a mechanism to move that risk directly
onto consumer bills. This bill will allow the utilities to increase rates twice a year as they
spend money, without having the Commission or CURB examine the utility’s other costs.
From an accounting standpoint, the depreciation expense that is already in consumer rates
should be adequate to fund the capital expenditures necessary to replace worn out or
unsafe facilities. Using the depreciation expense to fund new capital expenditure replaces
depreciated utility ratebase with new utility ratebase. (For example, assume a utility has a
rate case every year, and has $10 million in depreciation expense and $10 million in new
capital expenditures. Consumers should be held harmless, since rates would go down as
rate base decreased by $10 million through depreciation, but that ratebase is replaced by
the new $10 million capital expenditure, causing the consumer rates to go back up to the
level they started. Under this bill, consumer rates would go up to account for the $10
million spent by the utility, but rates would not be allowed to reflect the reduction for the
$10 million of depreciated rate base. Consumers pay higher rates, but don’t get the
benefit of any offsetting reductions.)

Third, while the utilities suggest that this bill, and the surcharge it creates will
apply narrowly to a small subset of capital expenditures (safety and right of way), as
drafted, the language in the bill will allow a natural gas utility to place almost all of its
annual capital expenditures into this surcharge. For example, to be an “eligible
infrastructure system replacement” and therefore eligible for the surcharge, the capital
expenditure can be to “replace or extend the useful life of an existing infrastructure”.
(Section 2(d}(4) at page 1, line 35) With the exception of new lines placed in service to
supply brand new developments, this language is broad enough to make every capital
expenditure made by a utility on plant replacement or upgrade in every year an eligible
infrastructure system replacement.

Also, the “natural gas utility plant projects”, the cost of which will be placed in
the surcharge are “mains, valves, service lines regulator stations vaults and other pipeline
system components installed to comply with state or federal safety requirements as
replacements for existing facilities that have worn out or are in deteriorating condition”
(Section 2(f)(1) at page 1, line 41) Given that every utility has an ongoing obligation to
operate a safe and reliable system, and must replace “worn out and deteriorating”
facilities to maintain safety levels, again, every capital expenditure would fall within this




category and be eligible for inclusion in the surcharge. This bill is not narrow or
specifically tailored.

Under the bill, utilities can avoid a rate review for up to 60 months, or longer,
while increasing rates to consumers through the surcharge up to twice a year. (Section
3(b)-(c) and Section 4(c)) The bill only allows staff to review whether the “underlying
costs are in accordance with the provisions™ of the act and to “confirm the proper
calculation”, and specifically states that “no other revenue requirement or ratemaking
issues may be examined” in consideration of the petition. (Section 4(b)(2)) These
provision are remarkably one sided and unfair to consumers. The bill goes on to state
specifically what the Commission “shall only” consider in determining the “appropriate
pretax revenue” to be generated by the surcharge. (Section 4(d)) Designating these
categories as the only things that the Commission can consider specifically precludes
CURB or the staff of the Commission from bringing forth evidence that may resuit in
offsetting cost savings to the proposed rate increases. In fact, in calculating some of the
costs, the bill specifically excludes any input from CURB. For example, if the utility’s
last case was settled in a “black box” (a number is negotiated, but the specific
adjustments are not specified) then to calculate the surcharge the bill requires the use of
the average of the Staff and Company recommendations from the last case. (Section
4(d}(9)). Using only staff and the company completely ignores CURB’s
recommendations in the last case, and will tend to bias upwards what consumers pay
under the surcharge. Again, this provides protection and benefit to the utility, but
provides nothing to the consumers that have to pay the costs.

This bill is clearly over-broad, ill-defined and one-sided in favor of the utilities.
Nothing in this bill benefits, aids or provides protection and balance for consumers. The
bill is clearly designed to create a regulatory system that simply reimburses the gas
utilities for nearly everything they expend in an immediate and risk free fashion. As such
CURB recommends that the Committee protect consumers and not pass this bill.

Thank you.

Without withdrawing or waiving CURB’s outright opposition to this bill, CURB is
providing the Committee some suggested mark-up’s to the bill to remove what CURB
considers some of the most egregious language in the bill. While CURB does not
recommend the Committee pass this bill, if the Committee does decide to move forward
with a bill of this nature, CURB request that the Committee make the following changes,
at minimum, to bring some level o balance and protection back into the bill.




An Act concerning public utilities; relating to natural gas.
Be it enacted by the Legislature of the State of Kansas:

New Sec. 1 Citation of act. This act may be cited as the Gas Safety and Reliability
Policy Act.

New Sec. 2 Definitions. For the purposes of this act.

(@) “GSRS” means gas system reliability surcharge.

(b) “Appropriate pretax revenues”, means the revenues necessary to produce net
operating income equal to: ‘

(1) The natural gas public utility’s weighted cost of capital multiplied by
the net original cost of eligible infrastructure system replacements, including recognition
of accumulated deferred income taxes and accumulated depreciation associated with
eligible infrastructure system replacements which are included in a currently effective
GSRS; and

(2) Recover state, federal, and local income or excise taxes applicable to
such income; and

(3) Recover depreciation expenses.

(c) “Commission” means the state corporation commission,
(d) “Eligible infrastructure system replacement” means natural gas public utility
plant projects that:

(1) Do not increase revenues by directly connecting the infrastructure
replacement to new customers;

(2) Are in service and used and required to be used;

(3) Were not included in the natural gas public utility’s rate base in its
most recent general rate case; and

(4) Replace-or-extend the-usefublife-of an-existing infrastructure;

(e) “Natural Gas Public Utility” shall have the same meaning respectively
ascribed thereto by K.8.A. 66-1,200(a).
(f) “Natural Gas Utility Plant Projects” may consist only of the following:

(1) Mains, valves, service lines, regulator stations, vaults, and other
pipeline system components installed pursuant to Commission approval to comply with
new or extraordinary state or federal safety requirements as-replacements{forexisting
facilities-that-have-worn-out-or-are-in-deteriorated-condition; that were not in effect at the

time of the utility’s last rate hearing;

(3) (2) Faeilities; Facility relocations required due to construction or
improvement of a highway, road, street, public way, or other public work by or on behalf
of the United States, this state, a political subdivision of this state, or another entity
having the power of eminent domain provided that the costs related to such projects have
not been reimbursed to the natural gas public utility.




(g) “GSRS revenues”, means revenues produced through a GSRS exclusive of
revenues from all other rates and charges.

New Section 3. Rate schedules, procedures to establish or change.

(a) Notwithstanding any provisions of K.S.A. 66-117, and this chapter to the
contrary, beginning July 1, 2006, a natural gas public utility providinggasserviee may
file a petition and-propesed-rate-schedules with the commission to establish erchange a_
GSRS rate-sehedules that will allow forthe-adpustment-of-the-natural-gaspublieutility’s
fates-aﬂd-ehame&-te-ﬁfewée for the recovery of costs for ehglble 1nfrastructure system

replacements

wﬁh—the—prea&s*ens—ef—New—Seeﬂeﬂs—Z—ehfe&gh—L GSRS revenues shall be subject to a

refund based upon a finding and order of the commission to the extent provided in
subsections (e) and (h) of New Section 4.

{(b) The commission shall not approve a GSRS for any natural gas public utility
that has not had a general rate proceeding decided or dismissed by issuance of a
commission order within the past 60 months, unless the natural gas public utility has filed
for or is the subject of a new general rate proceeding.

(c) In no event shall a natural gas public utility collect a GSRS for a period
exceeding sixty months unless the natural gas public utility has filed for or is the subject
of a new general rate proceeding; provided that the GSRS may be collected until the
effective date of new rate schedules established as a result of the new general rate
proceeding, or until the subject general rate proceeding is otherwise decided or dismissed
by issuance of a commission order without new rates being established.

New Section 4  Documentation to be submitted—notice to be published—
examination of proposal—authorization by commission, when—pretax revenues,
factors to be considered—revised rate schedule, filed when—rulemaking authority.
(a) At the time that a natural gas public utility files a petition with the
commission seeking to establish or change a GSRS, it shall submit proposed GSRS rate
schedules and its supporting documentation regarding the calculation of the proposed
GSRS with the petition, and shall serve a copy of said petition upon the Commission

Staff and the Citizens Utility Ratepayer Board. with-a-eopy-ofits-petitionits-propeosed
rate-schedules-and itssupportine doeumentation:

H &

(b) (1) When a petition, aleng-with-any-asseeiated-proposedrate schedules, is




charge;and-may  ghall submit a report regarding its examination to the commission not

later than 51xty days after the petxtlon is ﬁled Ne—e%her—reveﬁae—requemeﬂ-t—ey

3) (2) The commission may hold a hearing on the petition and any
associated rate schedules and shall issue an order to become effective not later than one
hundred twenty days after the petition is filed. .

5 (3) If the Commission finds that a petition complies with the
requirements of New Sections 2 through 4, the commission shall enter an order
authorizing the natural gas public utility to impose a GSRS that is sufficient to recover
appropriate pretax revenue, as determined by the commission pursuant to the provisions
of New sections 2 through 4.

{(c) A natural gas utility may effectuate a change in its rate pursuant to the
provisions of this section no more often than twe-times once every twelve months,

(d) In determining the appropriate pretax revenue, the commission shall consider
enly the following factors:

(1) The net original cost of eligible infrastructure system replacements.
The net original cost shall be defined as the original cost of eligible infrastructure system
replacements less associated retirements of existing infrastructure;

(2) The accumulated deferred income taxes associated with the eligible
infrastructure system replacements;

(3)  The accumulated depreciation associated with the eligible
infrastructure system replacements;

(4) The current state, federal, and local income tax or excise rates;

(5) The natural gas public utility’s actual regulatory capital structure as
determined during the most recent general rate proceeding of the natural gas public
utility;

(6) The actual cost rates for the natural gas public utility’s debt and
preferred stock as determined during the most recent general rate proceeding of the
natural gas public utility.

(7) The natural gas pubic utility’s cost of common equity as determined
during the most recent general rate proceeding of the natural gas public utility.

(8) The current depreciation rates applicable to the eligible infrastructure
system replacements; and

(9) In the event information pursuant to subdivisions (5), (6), and (7) of
this subsection is unavailable and the commission is not provided with such information
on an agreed-upon basis, the Commission shall utilize the saversse—of—the
recommendations contained in the testimony submitted by the aatural-gas—publie-utility;
and Commission staff during the most recent general rate proceeding of the natural gas
public utility to determine the capital structure, recommended cost rates for debt and
preferred stock, and recommended cost of common equity to determine the average
weighted cost of capital.

(e) (1} The monthly GSRS charge shall be allocated among the natural gas
public utility’s classes of customers in the same manner as costs for the same type of
facilities was allocated among classes of customers in the natural gas public utility’s most
recent general rate proceeding. If that allocation is not available or determinable, the




Commission shall utilize the-averageof the recommendations contained in the testimony

submitted by the natural-gas—publieutilityend-the commission staff during the most
recent general rate proceeding of the natural gas public utility regarding class allocation

of costs.

(2) At the end of each twelve-month calendar period the GSRS is in
effect, the natural gas public utility shall reconcile the differences between the revenues
resulting from a GSRS and the appropriate pretax revenues as found by the commission
for that period and shall submit the reconciliation and a proposed GSRS adjustment to the
commission for approval to recover or refund the difference, as appropriate, through
adjustments of the GSRS charge.

) (1) A natural gas public utility that has implemented an GSRS pursuant to
the provisions of New Sections 2 through 4 shall file revised rate schedules to reset the
GSRS to zero when new base rates and charges become effective for the natural gas
public utility following a commission order establishing customer rates in a general rate
proceeding that incorporates in the utility’s base rates, subject to subsections (h) and (i)
of this section, eligible costs previously reflected in the currently effective GSRS.

(2) Upon the inclusion in a natural gas public utility’s base rates subject to
subsections (h) and (i) of this section of eligible costs previously reflected in a GSRS, the
natural gas public utility shall immediately thereafter reconcile any previously
unreconciled GSRS revenues as necessary to ensure that revenues resulting from the
GSRS match as closely as possible the appropriate pretax revenues as found by the
commission for that period.

) (g) Commission approval of a petition, and any associated rate schedules, to
establish or change a GSRS pursuant to the provisions of New Sections 2 through 4 shall
in no way be binding upon the commission in determining the ratemaking treatment to be
applied to eligible infrastructure system replacements during a subsequent general rate
proceeding when the commission may undertake to review the reasonableness and
prudence of such costs. In the event the commission disallows, during a subsequent
general rate proceeding, recovery of costs associated with eligible infrastructure system
replacements previously included in a GSRS, the natural gas public utility shall offset its
GSRS in the future as necessary to recognize and account for any such over collections.

£ (h) Nothing in this section shall be construed as limiting the authority of the
commission to review and consider infrastructure system replacement costs along with
other costs during any general rate proceeding of any natural gas public utility.

New Section 5: Notwithstanding the above sections, the Commission shall retain
the option of expensing directly on consumer bills, the cost of eligible infrastructure
system replacement costs for natural gas utility projects. rather than calculating and
imposing the GSRS in a manner that recovers the appropriate pretax revenues as defined

in the bill.

New Section 6 5. Effective Date. This act shall take effect and be in force from and
after its publication in the statute book.
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In the Matter of a General Investigation
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Obsolete Materials Considered to be a Safety
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Docket No. 15-GIMG-343-GIG

ORDER ON JURISDICTIONAL ISSUE

This matter comes before the State Corporation Commission of the State of Kansas
(Commission) for consideration and decision. Having reviewed the files and records, and being
duly advised in the premises, the Commission finds:

L Background

l. On February 2, 2015, Commission Staff (Staff) submitted a Report and
Recommendation (R&R) recommending the Commission open a general investigation docket to
receive ;:omments on proposed parameters of an accelerated natlllra[ gas pipeline replacement
program.’

2. On March 12, 2015, the Commission issued an Order Opening General
Investigation (Order) édOpting the recommendations set forth in Staff’s R&R.> The Order
agreed with Staff’s recommendation to request comments on seven specific issues, and requested
the parties initially address the question of whether the Commission has jurisdictional authority

to establish alternative ratemaking methodologies for pipe replacement that go beyond the

! Staff Report & Recommendation, February 2, 2015, p.1 (Staff R&R),
% Order Opening General Investigation, March 12, 2015 (Order).




parameters established under the Gas Safety and Reliability Policy Act (GSRS)® before
addressing the other issues. The Order stated the Commission may request further comments
following a decision on the jurisdictional question.’

3. On April 17, 2015, the respective parties to this docket filed their briefs on the
jurisdictional issue. In general, the Locaf Distribution Companies {(LDCs) and Commission Staff
(Staff) argued the GSRS does not preclude the Commission from implementing an additional
ratemaking methodology to replace pipelines considered to be a safety risk and recover the costs
of such replacement from ratepayers. The Citizens’ Utility Ratepayer Board (CURB) disagreed,
arguing the GSRS is the sole avenue for pipeline replacement and cost recovery outside of -
general rate cases, and thus limits the Commission’s authority to establish an alternative
program.

Ii. Findings and Conclusions

4. The Commission’s general ratemaking authority is broad and plainly authorized
under Kansas law. The Kansas Legislature has granted the Commission “full power, authority
and jurisdiction to supervise and control the natural gas public utilities ...™ In exercising such
power, the Commission has the “power to . . . require all ﬁatural gas public utilities . . . to
establish and maintain just and reasonable rates when the same are reasonably necessary in order

" Furthermore, “...all grants of

to maintain reasonably sufficient and efficient service . . .
power, authority and jurisdiction...made to the commission [within the Natural Gas Act] shall be

liberally construed, and all incidental powers necessary to carry into effect the provisions of [the)

P K.S.A. 66-2201, ef seq.
4 Order, p. 3.
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K .S.A.66-1,201.
TK.S.A. 66-1,202.




act are expressly granted to and conferred upon the commission.”

5. Additionally, although K.S.A. 66-117 generally requires any change in rates to be
approved upon individual application, the statute’s language expressly allows the Commission to
prescribe alternative methodologies.® In fact, the Kansas Court of Appeals has speciﬁcally
recognized this authority and found such methodologies may include mechanisms such as
surcharges and riders that allow for automatic rate adjustments outside of a general rate
proceeding. '

6. The GSRS statute, by its express terms, does not purport to be the exclusive
means of cost-recovery for all infrastructure system replacement. The statute merely provides
one optional avenue of cost recovery in the time between rate cases for a specific subset of
infrastructure repair and replacement.

7. The GSRS program contains several very favorable terms to LDCs that restrict
the Commission’s traditional ratemaking powers. These terms are balanced out by a $0.40 per
customer cap that limits the use of the GSRS. The Commission finds any new and separate
infrastructure mechanism it may irnplement wouldl not change the monetary cap and would thus
not conflict with the plain language of the GSRS statute.

8. Furthermore, the purpose of the GSRS is entirely separate and distinct from the
scope of a system-wide obsolete pipeline replacement program. GSRS .projects are very
specifically defined to include only 1) infrastructure projects to comply with state or federal

safety requirements and 2} facility relocations required due to public works projects.

*K.S.A. 66-1,207.

? See K.S.A. 66-117(a).

" Kansas Indus. Consumers Group, Inc. v. The State Corp. Comm'n of the State of Kansas, 36 Kan. App 2d 83, 92-
04, 138 P.3d 338, 347-48 (2006} (KIC case).

~
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Altematively, Staff’s proposed accelerated pipeline replacement program would cover system-
wide replacement of all pipeline infrastructure constructed of obsolete materials considered to be
a safety risk. Therefore, both the scopes and goals of the GSRS program and Staff’s proposed
program are quite different.

g, The expressio unius doctrine — to express or include one thing implies the
exclusion of the other'' — is a canon of interpretation used to determine legislative intent when it
is not otherwise discernible from the words of the statute."* The plain langnage of the GSRS
statute is not ambiguous; therefore, the Commission need not apply the doctrine. Furthermore,
in the KIC case, the Kansas Court of Appeals held that the doctrine should net be applied to the
Comumission’s ratemaking powers because the legislature has granted the Commission broad
quasi-legislative ratemaking authority, and that broad grant of power overcomes any argument
that the Commission has not been expressly authorized to prescribe a specific ratemaking
methodology.”® Therefore, the Commission’s broad ratemaking authority acts as a backstop
where the legislature has not explicitly prescribed the method in which that ratemaking authorty
should be wielded. |

10.  The Kansas legislature has created various surcharges by statute. However, the
legislature has not specifically authorized a surcharge for accelerated replacement of gas
pipelines constructed of obsolete materials. Under the holding in the KIC Case, the absence of
specific statutory authorization does not limit the Commission’s ability to create a surcharge for
accelerated replacement of gas pipelines constructed of obsolete materials. Only an express

statutory limitation will defeat the legislature’s grant of broad ratemaking authority to the

W Expressio unius est exclusio alterius, Black’s Law Dictionary (10" ed, 2014).
% In re Marriage of Killman, 264 Kan. 33, 42, 955 P. 2d 1228 (1998).
¥ See KIC v. KCC, 36 Kan. App. 2d at 97.
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Commmission, and the GSRS statute does not contain such an express statutory limitation.

11.  The Commission agrees with the LDCs and Staff that the GSRS is an optional
mechanism for cost recovery for certain infrastructure replacement projects and does not limit
the Commission’s authority to implement additional alternative ratemaking methodologies for
;ec'overy of costs related to accelerated replacement of natural gas pipelines considered to be a
safety risk. The Commission therefore concludes it has jurisdictional authority to establish
alternative ratemaking mechanisms, including both surcharges and deferred cost recovery
mechanisms, for recovery of cosis associated with accelerated replacement of natural gas
pipelines constructed of obsolete materials considered to be a safety risk.

12, As the Commission discussed above, the GSRS and any proposed pipeline
replacement program would be separate in their scope and policy goals. The Commission
concludes 1t does not have jurisdictional authority to expand or change the GSRS. The
Commission respects the legislative process that created the GSRS and will not expand or

change that program.

THEREFORE, THE COMMISSION ORDERS:

A. The Commission has jurisdictional authority to establish an alternative
ratemaking mechanism for accelerated replacement of natural gas pipelines constructed of
obsolete materials considered to be a safety risk.

B. Prehearing Officer Jay Van Blaricum will contact the parties to develop a

procedural schedule for the remainder of this proceeding.




C. Parties have 15 days, plus three days if service is by mail, from the date of service
of this Order in which to petition the Commission for reconsideration.'®
D. The Commission retains jurisdiction over the subject matter and parties for the

purpose of entering such further order or orders as it may deem necessary.

BY THE COMMISSION IT IS SO ORDERED.

Albrecht, Chair; Emler, Commissioner; Apple, Commissioner.

Dated: JUN 1 8 208

OHDQMA;LED JUN 1 92015
Amy L. Gilbert

Secretary

v

" K.S.A. 66-118b; K.S.A. 2014 Supp. 77-529(a)(1).
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BLACK HILLS/KANSAS GAS UTILITY COMPANY, LLGC
D/B/A BLACK HILLS ENERGY

14102 E FIRST 8T

FAPILLION, NE 68046

NIKI CHRISTOPHER, ATTORNEY
CITIZENS' UTILITY RATEPAYER BOARD
1500 SW ARROWHEAD RD

TOPEKA, KS 66604

***Hand Delivered***

DAVID SPRINGE, CONSUMER COUNSEL
CITIZENS' UTILITY RATEPAYER BOARD
1500 SW ARROWHEAD RD

TOPEKA, KS 66604

***Hand Delivered***

ANDREW FRENCH, LITIGATION COUNSEL
KANSAS CORPORATION COMMISSION
1500 SW ARROWHEAD RD

TOPEKA, KS 66604-4027

***Hand Delivered™*

JAY VAN BLARICUM, ASSISTANT GENERAL COUNSEL
KANSAS CORPORATION COMMISSION

1500 SW ARROWHEAD RD

TOPEKA, KS 668044027

***Hand Delivered***

DAVID N. DITTEMORE, MANAGER OF RATES & ANALYSIS
KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC.
7421 W 129TH ST

OVERLAND PARK, KS 66213-2634

ornzr raien JUN T 9Z015
The Docket Room hereby certified that on this day of . 20 , it caused a true and correct

copy of the attached ORDER to be deposited in the United Stales Mail, postage prepaid, and addressed to the above
persens.




IN RE: DOCKET NO. 15-GIMG-343-GIG

DATE JUN 1 8 2015

PLEASE FORWARD THE ATTACHED DOCUMENT (8) ISSUED IN THE ABOVE-REFERENCED DOCKET

TO THE FOLLOWING:

NAME AND ADDRESS

NO.
CERT.
COPIES

NQ.
PLAIN
COPIES

WALKER HENDRIX, DIR, REG LAW

KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC.
7421 W 129TH ST

OVERLAND PARK, KS 66213-2634

ORDER MAILED

The Docket Room hereby certified that on this day of

b}

UM 182615

, 20

parsons.

copy of the attached ORDER to be deposited in the United States Mall, pastage prepaid, and

, it caused a true and correct
addressed to the above




CERTIFICATE OF SERVICE

15-GIMG-343-GIG

1, the undersigned, hereby certify that a true and correct copy of the above and foregoing
document was served by electronic service or placed in the United States mail, postage
prepaid on this 6™ day of July, 2015, to the following:

ANDREW FRENCH, LITIGATION COUNSEL
KANSAS CORPORATION COMMISSION
1500 SW ARROWHEAD RD

TOPEKA, KS 66604-4027

a.french@kee ks.gcov

JAY VAN BLARICUM, ASSISTANT GENERAIL COUNSEL
KANSAS CORPORATION COMMISSION

1500 SW ARROWHEAD RD

TOPEKA, KS 66604-4027

j.vanblaricum@kecc ks.gov

JAMES G. FLAHERTY, ATTORNEY.
ANDERSON & BYRD, L.L.P.

216 S HICKORY

PO BOX 17

OTTAWA,KS 66067
iflaherty@andersonbyrd.com

ROBERT J. AMDOR, MANAGER, REGULATORY SERVICES

BLACK HILLS/KANSAS GAS UTILITY COMPANY, LLC D/B/A BLACK HILLS ENERGY
1102 E FIRST ST

PAPILLION, NE 68046

robert.amdor{@blackhiliscorp.com

DAVID N. DITTEMORE, MANAGER OF RATES & ANALYSIS
KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC.
7421 W 129TH ST

OVERLAND PARK, KS 66213-2634
david.dittemore{@onegas.com

WALKER HENDRIX, DIR, REG LAW

KANSAS GAS SERVICE, A DIVISION OF ONE GAS, INC.
7421 W 129TH ST

OVERLAND PARK, KS 66213-2634
whendrix@onegas.com

ATTN: GAS SERVICE CONTACT
ATMOS ENERGY CORPORATION
5420 LBI FWY STE 1600 (75240)

P OBOX 650205

DALLAS, TX 75265-0205

*+Jnited States mail **

/ML/

Della Smith
Administrative Specialist






